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FINAL EXAMINATION DURATION 
CMA303 – Principles of Auditing 
 
Reading Time: 10 minutes 
Writing Time: 180 minutes 
 
INSTRUCTIONS TO CANDIDATES 
No writing permitted during the reading time (10 minutes). 
The examination has 2 sections. 
 
Section A:  
Suggested Time: 80 Minutes      
Multiple Choice Questions: Answer ALL 40 questions 
40 marks  
 
Section B:  
Suggested Time: 100 Minutes 




Section A must be answered on the Multiple Choice Answer sheet provided and must be handed in with 
your answer booklet.  Please ensure that your name and student number are clearly indicated on your 
Answer Sheet and at the top of this examination paper. 
 
Section B to be answered in the Answer booklet provided. 
EXAM CONDITIONS 
 
This is a RESTRICTED OPEN BOOK examination 
Any non-programmable calculator is permitted 
No handwritten notes are permitted 
Hard copy, unannotated English translation dictionary only 
Answer on the supplied examination material/s only 
ADDITIONAL AUTHORISED MATERIALS EXAMINATION MATERIALS TO BE SUPPLIED 
 
No additional printed material is permitted 
 
1 x 12 Page Book 
1 x 4-Multiple Choice Answer Sheet 
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Section A 
Multiple Choice Questions 
Total No of Marks for this section:  40 
 
This section should be answered on the Multiple Choice Answer Sheet provided.  Please ensure 
that your name and student number have been written on the Answer sheet and placed in the 
completed answer Booklet. 
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Short Answer Questions 
Total No of Marks for this section:  60 
Answer 7 of 7 questions 
This section should be answered in the Answer Booklet provided. 
Marks for each question are indicated.  Suggested Time allocation for Section B: 100 mins 
 
Question 1:           (4 marks) 
The following is a list of balance sheet accounts. For each balance sheet account, indicate its 
related income statement account. 
 
Balance Sheet Account Related Income Statement Account 
Accounts receivable  
Inventories  
Prepaid expenses  
Investments  
Plant assets  
Intangible assets  
Accrued payables  




Question 2:           (9 marks)  
For each of the following functions of cash receipts, identify a potential misstatement and a 
necessary control: 
1  Receiving cash receipts.         (3 marks) 
2  Depositing cash in the bank.       (3 marks) 
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Question 3:           (9 marks)         
Identify three arguments for the existence of a demand for auditing and briefly explain each.  
 
 
Question 4:           (5 marks)         
Classify each of the following threats as either; self-interest, self-review, advocacy, familiarity 
or intimidation. 
 
1. The CEO threatens to change auditors unless an unqualified opinion is issued 
2. Each member of the audit team received a holiday cruise as a gift from the client 
3. The audit partner owns a significant amount of shares in the client company 
4. The audit partner is the brother-in-law of the client company’s director 
5. The audit firm is promoting a new issue of shares from the client company 
6. The audit firm is acting as an advocate on behalf of the client in a dispute with a third party 
7. Management is pressuring the firm to reduce its audit hours in order to reduce the fees 
8. The audit partner has been approached about becoming a board member with the client 
company next year 
9. A member of the audit team was recently a director of the client company 
10. The audit must cover an inventory valuation system which was implemented by the audit 




Question 5:           (9 marks) 
1. Why would audit firms provide non-assurance services to assurance clients?      (3 marks) 
 
2. List four types of non-assurance services.       (3 marks) 
3. Identify safeguards which would eliminate or reduce the threat to independence for non- 
assurance services.         (3 marks) 
 
 
Question 6:          (9 marks)  
OPQ Audit Firm was planning the audit for its existing client, Alpha & Beta Corp. The audit 
partner was trying to determine the best audit strategy to use. Alpha & Beta Corp is a small 
retailing company that does not have any warehousing facilities as all stock is kept on the 
premises. Being small, they only have a small team of staff, which makes the separation of 
duties principle difficult to achieve. The preliminary tests of controls found that the internal 
control procedures are well designed, but not always observed due to the small amount of staff. 
Previous experience with this client also showed that controls were not always observed. 
Despite this, OPQ has never discovered a material misstatement in the accounts. 
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Required: determine what audit strategy should be used and justify your answer. 
 
 
Question 7:           (15 marks) 
The financial year of Sherlon Ltd ended on 30 June 2015. Your auditor’s report was signed on 
25 August and the financial statements were issued on 10 September. Listed below are events 
that occurred or were discovered after the end of the financial year. Assume that each has a 
“material” effect on the financial statements. 
 
1. 1 August — A lawsuit was filed against Sherlon for damages that allegedly 
occurred before 30 June. In the opinion of Sherlon’s lawyers, there is a danger of 
a significant loss. 
 
2. 15 August — You discovered that Karlo, a debtor of Sherlon went bankrupt on 
10 August. The most recent sale had taken place on 25 May and no transactions 
had occurred since that date. 
 
3. 1 September — You discovered that a legal action commenced against Sherlon in 
relation to a faulty product sold in May 2015. 
 
4. 15 September — A fire burnt down one of Sherlon’s warehouses, resulting in a 
loss of 30% of the inventory that was on hand at that date. 
 
5. 30 September — You discovered that Kingberly, a debtor of Sherlon, went 
bankrupt on 15 July. Sales to Kingberly were all made before the end of the year. 
 
6. 30 September — You discovered that Allen, a debtor of Sherlon, went bankrupt 
on 25 September. The sale had taken place before the end of the year, but the 






1. Indicate your responsibilities for each of the above events.   (9 marks) 
 
2. Indicate the type of disclosure (if any) you would recommend in relation to each of the 
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